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FUNDED VERSUS UNFUNDED RETIREMENT PLANS
There has been considerable debate during the past 
fifteen years or so concerning the advantages and 
disadvantages of funded retirement plans versus an 
unfunded pay-out provision (which might have been 
set up on a gross valuation basis) of a typical partner 
agreement. Simply put, the options are either to 
fund the planned retirement of equity owners from 
current earnings, or to rely on future firm earnings 
being sufficient to both compensate remaining part­
ners and pay out those who have retired.
Considering todays more competitive market 
environment, demographic changes affecting the 
profession, and diminished loyalty on the part of 
clients, the pros and cons of both methods should be 
carefully considered when developing a retirement 
plan for a CPA firm. Let's look at the issues involved.
The risks of not funding retirement
Not setting funds aside currently to pay a future 
obligation can create a huge undisclosed liability. In 
reality, it is taking a bet on the firms continuance 
after the partner retires and relying on the 
willingness of succeeding partners to accept the 
obligation of making retirement payments. Neither 
is a certainty.
Clients don’t last forever — even loyal ones. Part­
ners who look to earnings from the client base they 
helped establish to pay their pensions should know 
that this will only work if they have created an 
exceptional firm with a culture and stable client 
base which will survive long after the founding part­
ner or rainmaker has left. They are running the risk 
that their firm won’t be an exceptional one when 
they retire from it.
Public accounting is a personal service business. 
If the founding and senior partners have not institu­
tionalized the client base, that is, if they have not 
built a team to provide service to the clients, it 
might be difficult to retain the clients when the 
partners retire. As a result, their pensions could be 
jeopardized. The money won't be there.
Attitudinal changes must be considered, as well. 
The age difference between the retired partners and 
those remaining in the firm can be a factor. The 
younger partners might question an obligation to 
make payments to people they scarcely know or 
don’t know at a time when they might be managing 
a contraction of the firm or are caught in a competi­
tive squeeze in a market that does not support a 
growing firm. A number of firms have dissolved over 
this issue.
On this score, there is another point to keep in 
mind. Demand for capital to run an accounting firm 
will continue to increase due to the need to invest in 
new technological systems and in the training of 
personnel to use them. Faced with the decision to 
either invest in their firm’s future or to make pay­
ments to retired partners, which choice are current 
partners likely to make?
Finally, economic realities point to less demand 
for many services and, by extension, to slower 
growth for CPA firms. Anyone with an unfunded 
retirement plan is betting on growth continuing.
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One Firm’s Funded Retirement Plan
In 1975, Dutton & Associates P.C., an Omaha, 
Nebraska, CPA firm, started a funded retire­
ment arrangement. Originally a pension plan 
combined with a firm-sponsored profit-shar­
ing plan, the arrangement has evolved to 
become a 401(k) savings plan. The firm con­
tributes 10 percent of gross pay to the plan and 
employees make voluntary contributions. By 
the time they retire, stockholders should have 
over 100 percent of the value of their share of 
the goodwill of the firm in the plan. In addi­
tion, stock in the P.C. is redeemed at accrual 
basis book value at retirement. Investment 
decisions are self-directed by participants 
with advice from investment firms, and the 
retirement plan is reviewed annually and 
revised as needed.
Paul L. Dutton, the former president, says 
the accumulation of funds in the plan allowed 
him (the older owner) to combine reduced 
hours and responsibilities after age 55 (while 
still maintaining a satisfactory compensation 
level) in connection with the other terms of the 
arrangement. This gave him more time to pre­
pare for retirement and allowed for additional 
payment for goodwill via reduced hours and 
responsibilities. Mr. Dutton says the concept 
assumes younger people are available and 
want to take up the reins. He cautions that this 
idea might not work well in a situation where a 
partner wishes to carry a full schedule or if all 
partners are the same age. “Personally,” he 
adds, "I don't miss tax season."
William G. Cheese, current president of Dut­
ton & Associates P.C., has described the 
arrangement as the best decision the firm ever 
made. Given the problems facing the profes­
sion, Mr. Dutton suggests all firms consider 
some type of funded buyout.
The advantages of a funded qualified 
retirement plan
□ Retirees can look forward with some degree of 
certainty to there being funds available to pay 
their pensions.
□ There is a current deduction to the payor, and 
earnings can accumulate in a qualified plan on 
a tax-deferred basis.
□ Capital prudently invested in a qualified retire­
ment plan will appreciate quicker on a pre-tax 
basis.
□ Employees who aspire to partnership know 
that the funding of their pension requirements 
will occur during the years in which they gener­
ate value on behalf of the partnership.
□ Retention of promising employees will be 
aided by their not being concerned about fund­
ing retirement payments to individuals they 
perceive as not adding current value to the 
firm.
□ If a contraction occurs, people who helped 
build the firm have no anxiety about their 
retirement payments. There will be less stress 
in the firm, too.
The disadvantages of a funded pension plan
□ Some retiring partners might be financially 
better off by merging into a larger firm.
□ By contributing to the plan, current partners 
are really buying themselves out.
□ Funding a retirement plan takes time and dis­
cipline. Some people may have neither.
□ Funding takes working capital that is needed to 
finance the firm's growth.
□ Partners who don’t have the benefit of someone 
else funding their pensions may believe that 
since no one did it for them, they should not do 
it for their successors.
□ Partners question using current income to fund 
a future obligation. They believe that if the firm 
continues to grow, value will reside in a grow­
ing client base, and there is no need to fund 
future retirement plans with current dollars.
When deciding whether or not to fund a pension/ 
retirement plan, keep in mind one major develop- 
(continued on page 8)
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Giving Real Help to Small Business 
Clients
Small business owners often don't know who to talk 
to about their problems. If the situation involves the 
company or a product, discussions with associates 
or employees are hampered by fear that any revela­
tions will quickly get around the organization. Any 
spousal involvement in the business could cloud the 
independence of that person’s viewpoints and judg­
ments concerning the problem. And the owners 
attorney, a seemingly likely confidant, frequently 
lacks sufficient knowledge of the circumstances to 
be really helpful. So, to whom can the small busi­
ness owner turn?
In many instances, the CPA offers the small busi­
ness owner the best opportunity for obtaining real 
help with problems. A number of partners and prac­
titioners have found they can provide the needed 
level of help by holding regular consultations with 
clients. To make the system workable, I suggest the 
following guidelines.
Reach an agreement with the client to hold reg­
ular consultations (the second Tuesday of each 
month, for example), which last a sufficient period 
of time, say, 8:30 a.m. until 11:00 a.m., so that some 
useful territory can be explored. These meetings 
should be uninterrupted, and held at a site away 
from the clients office, if necessary. Because these 
are to be open consulting sessions, there are no 
prepared agendas or preparatory work. Discussion 
of the clients financial statements should be 
reserved for other regular meetings.
The objective of such consulting sessions is to 
create an environment in which clients feel comfort­
able having wide-open discussions about whatever 
issues are on their minds at that moment. Partners 
say there have been occasions when clients talked 
about business difficulties, hesitancy over introduc­
ing new products, personnel problems, merger dis­
cussions, concerns about their financial condition, 
and even family problems. The idea is to provide 
clients with a sounding board — somebody who is 
familiar with their situation, somebody who listens, 
who cares about the clients well-being, and who 
may be able to offer some interesting ideas and 
solutions.
Quite often, the client will leave the meeting with 
a solution to one or more of his or her problems. 
Sometimes, the CPA is able to suggest some alter­
natives, but frequently, the client arrives at a greater 
understanding of the issue and the best way to deal 
with it, simply by being able to discuss the ramifica­
tions of various actions with someone who is both 
knowledgeable and interested.
This last point is important. The objective is to 
have the client make the decisions, not the CPA. The 
accountant is hired to serve as a listener, supporter, 
and an informed friend who helps the client think 
through his or her current concerns.
Obviously, such a series of consultations will only 
work with a few select clients. There needs to be a 
particularly good client/CPA relationship, and the 
CPA must have a genuine interest in and enthusiasm 
for helping that client. Such activity, thus, may not 
be suitable for many of the firm's clients.
Of course, the question arises as to whether any 
clients would be receptive to such an idea. One way 
to find out would be to select one or two clients with 
whom you would like to work this closely, and 
approach them individually to discuss the value to 
them of the service. If there is interest, you should 
set the day, time, and place for the monthly con­
sultations and agree to continue the process for a 
minimum of six months.
I believe two hours should be devoted to each 
consultation session and that the arrangement 
should carry the CPA’s highest billing rate. Also, it 
should be made clear at the outset that the billing 
will be rendered monthly and that the fee will be 
paid promptly.
If at the end of six months, the client, in all good 
conscience, feels he or she has not received signifi­
cant value from the consultations, I suggest the CPA 
be willing to refund 50 percent of the fees paid. The 
expectation, then, would be that the client/CPA rela­
tionship revert to the form it had prior to the imple­
mentation of this service.
The benefits can be numerous
The close relationship and regular consultations 
provide the client opportunities to think through 
the issues with someone who is sincerely interested 
in him or her as an individual, as a member of a 
family, as a business person, and, ultimately, as a 
client. As a result, they are often brought to action 
on some of the problems that were concerning them.
Some of the CPAs who hold these types of meet­
ings believe they are one of the most interesting and 
valuable services they provide their clients. The 
opportunity to be really helpful has given them both 
financial and psychological rewards. Clients rate 
the service highly, and have continued the relation­
ship for extended periods of time.
I suspect that many readers have had this type of 
meeting with clients on occasion. The major dif­
ference here is that it is a more formal, regular 
service. Instead of calling with spur-of-the-moment 
questions, the client waits to ask them at the next 
consultation session, in the knowledge that that 
environment will likely result in a better solution to 
the problem. --------
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If you haven't tried something like this in a formal 
sense, let me suggest you consider it. I encourage 
you to start by carefully selecting one or two special 
clients — people you care enough about that you 
would want to offer them such a service — and 
discuss it with them. It could enable you to give real 
help to certain small business clients. □
— by Donald B. Scholl, D.B. Scholl, Inc., P.O. Box 
3152, West Chester, Pennsylvania 19381-3152, tel. 
(215) 431-1301, FAX (215) 429-1086
PCPS Advocacy Activities
Fourth annual survey of small business
Recently, the private companies practice section 
(PCPS) of the American Institute of CPAs division for 
CPA firms conducted its fourth annual survey of 
2,000 nationwide small business owners about cur­
rent economic and financial conditions, their rela­
tionships with CPAs and other professionals, and 
the legal liability environment.
Almost 62 percent of the respondents said their 
1992 revenues were higher than in 1991. This com­
pares favorably with last year’s survey findings, 
when only 50 percent of the respondents said 1991 
revenues had increased from the previous year. The 
small business owners see further improvement 
ahead. Nearly two-thirds of those responding expect 
revenues to rise this year, while only one in five 
expects a decline.
Yet, small businesses continue to look for ways to 
reduce costs. Steps taken last year include reducing 
nonpersonnel expenses (60 percent), monitoring 
cash flow more closely (52 percent), and increasing 
productivity (39 percent). Thirty-four percent of the 
small businesses reduced the number of people they 
employ. In the 1992 survey, almost 50 percent of the 
respondents reported staff reductions.
When asked how they planned to improve operat­
ing results this year, the respondents indicated they 
favor expanding into new markets and paying down 
debt. Small business owners seem particularly con­
cerned about their debt burdens and nearly 50 per­
cent of the respondents said they would use any 
significant, unexpected profit to pay down debt.
Despite rising revenues and a more promising 
outlook or 1993, 58 percent of the respondents said 
the economy had not improved over 1992 in their 
geographic region. Those in the construction indus­
try were more united about this (almost 78 percent 
in the Northeast) than their counterparts in other 
business sectors.
Last year, decreasing revenues and insurance 
costs were causing the most financial headaches to 
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small business owners. This year it is taxes, uneven 
cash flow, and the cost of employee benefits.
Relationships with CPAs and other 
professionals
Outside their own management teams, small busi­
ness owners still rely most on their CPA for business 
advice (44 percent). Respondents rank the quality of 
services received (68 percent) and knowledge of 
their companies (48 percent) as the most important 
criteria in selecting a CPA firm.
Although down slightly from prior-year statistics, 
73 percent of the respondents say their bankers are 
very or moderately willing or able to support their 
business goals, and almost 52 percent of them bor­
rowed money in the last 12 months, up from 44 
percent in 1992. Fifty three percent said they had no 
need for additional capital during that period.
The legal environment
What is causing concern is an apparent rise in the 
number of frivolous lawsuits. Over 95 percent of the 
respondents believe such lawsuits are increasing, 
and 41 percent say the current litigious environ­
ment has hurt their company's business. In 
response, slightly more than half (50.8 percent) of 
those affected have increased the selling prices of 
their goods and services, nearly one-quarter have 
dropped products or service lines, and 19 percent 
have terminated employees.
Fifty-seven percent of survey respondents said 
their overall exposure to legal liability had 
increased in the past five years, with contractual 
matters (28 percent), personal injury claims (23 per­
cent), and product liability (21 percent) represent­
ing the greatest exposure. Seventy percent of the 
respondents said their liability-related legal 
expenses (insurance premiums, defense costs, etc.) 
had risen during the past five years, and 56 percent 
expect their exposure to legal liability to increase 
during the next five years. Eighty-five percent of the 
small company owners who responded to the survey 
support federal legislative changes that would limit 
punitive damages.
"It is obvious from these results that excessive 
liability affects us all — from the local business 
owner to the consumer,” said Jerrell A. Atkinson, 
CPA, chairman of the PCP executive committee and 
partner in the Albuquerque, New Mexico-based 
firm, Atkinson & Co., Ltd. Mr. Atkinson says that 
small business owners forced to incur liability- 
related legal expenses have less to spend on growing 
their businesses and hiring new people. "Consumers 
ultimately suffer, too," he adds, "there are fewer jobs 
and higher prices. It is time we took steps to halt the 
lawsuit stampede in this country." □
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Your Voice in Washington
AICPA focuses on Fair Labor Standards 
legislation
The American Institute of Certified Public Accoun­
tants is focusing its attention on legislation to 
correct problems encountered by employers, 
including CPAs, who risk running afoul of the U.S. 
Department of Labor (DOL). Tracking hours in 
order to bill clients and granting unpaid leave to 
employees for less than a full day (pay docking) 
could result in sizeable costs for employers.
The Fair Labor Standards Act, enacted in 1938 to 
protect hourly employees, grants exemptions to 
executive, administrative, and professional employ­
ees, and accountants are generally exempt. Recent 
DOL and court rulings, however, have eroded the 
professional exemption to the extent that many 
common management practices are now being used 
by the DOL as grounds for treating those employees 
as hourly workers. Loss of the professional exemp­
tion entitles employees to seek compensation for all 
the "overtime" worked during the past two years. 
Many employers could not afford such costs.
Among the offending management practices are: 
maintenance of time sheets even though public and 
private clients might require such records to ensure 
accurate billing; pay docking; use of vacation or sick 
leave in partial-day increments; payment of straight 
time to professionals who work more than 40 hours 
per week; meeting of some government contractual 
requirements stipulating that employees account for 
their work on an hourly basis and that the employees 
be paid overtime for more than 40 hours a week; and 
requirements by employers that employees be on site 
for established hours of operation.
Congress signaled its recognition of the diffi­
culties employers face from the DOL’s enforcement 
practices earlier this year when it passed the Family 
and Medical Leave Act. Narrow relief is granted to 
large employers under the Act.
Legislation to relieve all employers of this burden 
has been introduced in the U.S. House of Represen­
tatives and Senate. H.R. 1309, introduced by Rep. 
Robert E. Andrews (D-NJ), would reverse the DOL’s 
pay docking ruling and make the bill’s coverage 
retroactive. A broader companion bill in the Senate, 
S. 1354, introduced by Senator Nancy Kassebaum 
(R-KS), also addresses such related issues as track­
ing hours. A hearing on H.R. 1309 took place this 
summer before a House Education and Labor 
subcommittee.
The AICPA is closely following these bills, and 
various AICPA committees have been asked to deter­
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What Marketing Is
Have you ever thought about what drives the typical 
business owner to choose one service provider over 
another? Is it the cost of a particular service, details 
of what will be provided, or the results that might be 
achieved by using the service? To successfully mar­
ket services to entrepreneurial business owners, you 
have to put yourself in their position and view the 
world as they do.
Before you engage in any marketing activity, first 
consider how you personally select professionals in 
areas where you probably don’t have much exper­
tise — a doctor and a dentist, for example. Would 
you automatically choose the cheapest ones in 
town? It is highly unlikely.
Perhaps you believe that the market for CPAs' ser­
vices is different and that fees are a significant issue 
to prospective buyers. To some, it is, of course. Oth­
ers, however, are more interested in results. An 
entrepreneurial business owner would likely be in 
this category. If this is the type of client you want, 
you can reach them through effective, targeted 
marketing.
Putting marketing in perspective
Many professional firms still market their services 
as though they were tangible goods. This is a mis­
take. The purpose of marketing a tangible item is to 
persuade the prospective buyer to purchase the 
finished product off the shelf. Personal relationships 
between the buyer and the salesperson are not 
important if the product is what the buyer wants.
Marketing professional services is different. Inter­
action between the client and the provider of the 
service is important. Prospective buyers often have 
no point of reference with which to judge the service 
being offered. CPAs are, basically, marketing 
themselves.
Marketing is a contact sport
In reality, any contact you have with clients, pro­
spective clients, and referral sources should be con­
sidered professional services marketing. By any 
contact, I mean telephone conversations, letters, the 
finished product you deliver to clients, and so on. 
You are always marketing yourself and the firm 
whether you are conscious of it or not. So are other 
members of the firm. Marketing is broadcasting. Its 
very essence is communication.
Because behavior, personal appearance, the way 
the office is decorated, the way the phone is 
answered, and the way people are treated send mes­
sages about the firm, they affect the way it is per­
ceived and may determine whether or not you 
obtain opportunities to develop more business. 
Keep in mind that every person your firm has con­
tact with has his or her personal network, compris­
ing, perhaps, 250 people. When you think of 
powerful marketing, remember that you are broad­
casting not just to the contacts, but to that number 
of individuals times 250.
The success of your marketing depends not only 
on the image or message provided, but also on its 
frequency. The more frequent that contact, the more 
often the opportunity to persuade others to pur­
chase your services. "Out of sight, out of mind", is an 
axiom that can be applied to whether or not you will 
obtain referrals, leads, and new business.
This axiom is proved time and again by the firm 
that provides an annual service but has little or no 
contact with the client the rest of the year. On arriv­
ing the following year to perform the service, the 
CPA firm finds the client has replaced its old com­
puter system with a new one — without telling the 
CPAs. The CPA firm might have been able to assist in 
the selection and installation process. Not only was 
this opportunity lost by not maintaining contact 
with the client, but the client/CPA relationship 
could be jeopardized by another service provider 
entering the picture.
Other examples are the practitioners who provide 
write-up, compilation, or review services but who 
have little direct contact with clients. Some practi­
tioners have no contact at all, conducting business 
entirely through the mail. This might save time, but 
it is poor marketing.
The marketing method that produces the most 
consistent results is personal marketing. By per­
sonal marketing, I mean any activity that puts you 
in front of someone with whom you would like to 
do business. Many CPAs would like to know of a 
method that produces business for the firm with­
out their personal involvement. Unfortunately, 
none exists. The essential ingredient to successful 
marketing is personal contact. The more fre­
quently you have contact with clients and referral 
sources, the more likely you are to increase your 
business. □
— by Allan S. Boress, CPA, 1500 University, no. 239, 
Coral Springs, Florida 33071, tel. (305) 345-4666
Do’s and Don’ts
Asked what definite "don’ts” they sometimes do 
anyway, company executives say
□ Don't try to do everything yourself.
□ Don’t forget to acknowledge and praise good 
performance.
Practicing CPA, October 1993
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□ Don’t sweat the small stuff.
A few thoughts come to mind.
Delegation is often difficult for leaders. My recom­
mendation is to hire, train, and support the best 
people available, then get out of their way.
Recognition is inexpensive and effective. Seize 
every opportunity to give it.
Prioritization means determining what is really 
important. Train yourself to focus on the plan, the 
people, and the profit.
Determine whether your plan for achieving 
goals is effective and is being implemented, 
whether the people in your organization under­
stand the goals and plans and are buying into 
them, and whether employees are knowledgeable 
about profits and act in ways that enhance the 
firm’s profits. If the answer is affirmative, then 
you are on the right track. □
—by Mike McCaffrey, Mike McCaffrey & Associates, 
P.O. Box 4101, Laguna Beach, California 92652, tel. 
(714) 497-6616
Accounting Software and Third-party 
Applications
The speed and power offered by many accounting 
software packages is often the primary reason a 
business automates its accounting function. The 
investment in hardware, software, training, con­
version, and so on can be substantial. The choice of 
the wrong software can be costly, not only in money 
spent, but also in terms of not achieving the tremen­
dous benefits a properly matched product can 
provide.
When considering accounting software, there are 
two important questions to ask. Can the package
□ Keep track of what the business needs?
□ Print reports in a format that is easily read and 
used?
In the past, if an installed program no longer fully 
met a business' needs, it was considered time to look 
for another package. Many accounting packages 
have been replaced simply because the report writer 
was difficult to use or was deficient in some way. In 
some instances, the problem could have been solved 
by just purchasing a better report writer.
Some accounting packages are designed to per­
mit considerable customization. Some are supplied 
with the source code (the program is in a non-com- 
piled and non-encrypted format that can be 
changed) so that modifications may be made by a 
capable programmer. Other packages are based on 
the platform of a database that can be easily 
accessed by other programs.
Built-in flexibility
A number of accounting packages have built-in 
capabilities for capturing and reporting all types 
of information. The capability is often not recog­
nized by the average user, however, because it is 
too technical to quickly comprehend. CYMA's Pro­
fessional Accounting Series III (PAS III), for exam­
ple, may seem overly simple at first glance. But 
more knowledgeable inspection reveals user- 
definable information screens that can capture 
information that is not standard on other screens 
and present the information using the program's 
two report writers. (A more powerful report 
writer is also available.) CYMA’s data files are all 
in non-encrypted ASCII format and the data dic­
tionary is included in each manual.
Similarly, Solomon Software’s Solomon III has a 
feature called SolomoNotes that allows for the inte­
gration of additional user-definable screens. Sol­
omoNotes is a memory-resident program that works 
from within Solomon III, can capture data from 
Solomon, conduct sophisticated calculations, both 
with Solomon data and external data, using an 
internal spreadsheet (similar to Lotus 1-2-3), and 
integrate with Solomon data through its Report and 
Graph Designer (IQ Report Writer).
RealWorld, Computer Associates, Open Systems, 
and Great Plains all claim a large number of 
developers who add functions to their accounting 
packages. Features that expand the packages’ 
capabilities include user-defined fields that can be 
printed on invoices and reports, customized forms 
and labels, and the ability to export data to ASCII 
(fixed, CSV), Lotus (.WKS, .WK1, .WK3), or dBase­
compatible (.DBF) files.
Other accounting software companies have 
developed alliances with vendors who provide links 
to spreadsheets (F9 The Financial Reporter, 
@TRIEVE, CrossFile); query tools (Q + E Database 
Editor); and application builders (Objectvision, 
Magic PC, and Plateaux).
Expanding your systems with third-party 
applications
It is not always necessary to develop your own 
extensions to accounting software programs. Many 
business needs are being met by programs that can 
be linked automatically, share data, and import and 
export information with the business’ existing 
accounting package.
For example, Computer Associates has a directory 
called CA-ACCESS which lists a number of products 
from its developers. CYMA markets packages from 
its medical and manufacturing software developers, 
and supports packages for insurance and temporary 
service agencies, and architects, among others.
Practicing CPA, October 1993
8 Practicing CPA, October 1993
RealWorld (Sales Management Solutions) and SBT 
offer telemarketing and contact management pack­
ages. Telemagic and Marketforce software can be 
linked with the @TRIEVE accounting packages, 
and Macola, Great Plains, Platinum, or their 
retailers have developed integration tools.
In sum, knowledge of both vendor-supplied and 
third-party software products can often be the dif­
ference between a successful accounting software 
installation and one that is inadequate. □
— by Sheldon Needle, CTS, 11708 Ibsen Drive, Rock­
ville, Maryland 20852, tel. (800) 433-8015; in Mary­
land, (301) 468-4800
Editors note: CTS recently released its newest publica­
tion, Guide to Customizing Accounting Software. 
The book is available for $99.00, plus $5.00 shipping 
and handling from CTS.
Funded vs. Unfunded Plans
(continued from page 2)
ment in our profession. The premise that a firm 
would continue forever and that the goodwill resi­
dent in the client base would continue to grow has 
been shattered by the recession that began in the 
late 1980s. Many professional firms that were well­
known at the beginning of the decade are no longer 
in existence.
Those firms that elected not to fund their retire­
ment plans now have dissatisfied former partners 
whose expected retirement payments evaporated 
along with the firms. A decision based on an 
awareness of a changed economic environment 
would clearly favor current funding.
A distinction should be made, at this point, 
between pensions and succession transition agree­
ments between partners that are designed to 
achieve a transfer of value for the goodwill and the 
client base. In such situations, the payments are 
dependent on the ongoing cash flow generated by 
the retained clients.
In most cases, the issue is really twofold. One: Will 
there be a pension or retirement plan, and if so, how 
will it be funded? And two: Will there be a transac­
tion between the partnership and the withdrawing 
partners to compensate them for the true goodwill 
and the future earnings of the client base they left 
behind? The debate over both issues will likely con­
tinue for a long time to come. □
— by John T. Schiffman, CPA, Smith, Batchelder & 
Rugg, 112 Etna Road, Lebanon, New Hampshire 
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